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In this delightful paper — as thought-provoking as it is charming — 
Commissioner Mason presents a picture of a possible outcome of trends 
of governmental regulation of distribution. 


Crystal Gazing: The Future of 
the Federal Trade Commission 


N ROUTE to Ann Arbor, I met a dis- 
tinguished Michigan professor, who had 
invented a Time Machine. He offered to take 
me in time and space to the year 2053 in Ann 
Arbor. 

I hesitated to accept this look into the 
future since for some time I, as a public offi- 
cial, have been disturbed at the apparent in- 
difference of the businessmen in America to 
the gradual encroachment of bureaucratic 
power. This power is not used to restrict pop- 
ular rights—the right to vote, to speak your 
mind, to worship as you see fit—ah, these 
rights are the common popular rights that all 
will defend. 

I believe the Constitution of the United 
States will never be repealed for the average 
citizen, but for the businessman, I am afraid 
it will be re-interpreted so you won’t recognize 
it. 

And all because indifference to tyranny 
rests only on those curtailments of liberties 
that concern just a few people at a time. Who 
cares if the right to be deemed innocent until 
proven guilty is taken away? None but the 
very small minority who stand in the pris- 


About the author— 

Hon. Lowell B. Mason is a member of the Federal 
Trade Commission, from whose majority views, how- 
ever, he has sometimes dissented. A graduate of 
Northwestern University (LL.B., 1914) he has prac- 
ticed law in Chicago and in Washington. This paper 
is adapted from an address delivered by him at the 
_ Administration Alumni Conference, May 9, 
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oners’ dock. Who cares if the protection of a 
judicial system that holds all men innocent 
unless they be proven guilty, be abridged? In 
America, not the 150 million who do not fall 
under the jurisdiction of those agencies of 
Government dealing with business habits. For 
the vast public, the sacred protection of our 
Constitution and the ideals of Anglo-American 
jurisprudence have not been officially deleted. 

The more than 100,000 corporations and 
firms engaged in interstate commerce in Amer- 
ica know that there are so many conflicting 
laws, interpretations, and regulations that no 
matter what they do, they can be found guilty 
of some technical transgression of the law. 

They too are not much concerned, however, 
because they operate on the calculated risk 
theory, anyway. The chance of lightning strik- 
ing any one of a hundred thousand when only 
a few can be hit with a complaint every year 
is so small it is hardly worthwhile complaining 
to Congress. 

Who, then, is left to decry the attacks on 
private enterprise? The few who are charged 
with violating the laws and regulations of 
their Government? Their indignation comes 
too late. Their plight detracts from their argu- 
ment. If it were not for the universities, cham- 
bers of commerce, and the trade associations, 
there would be no effective voices to defend 
the creators of our one-quarter of a trillion 
economy. 

The prospect of visiting our country a cen- 
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tury hence was, therefore, somewhat disturb- 
ing. In the end, however, I accepted the pro- 
fessor’s invitation to visit Ann Arbor in the 
year 2053. I did it and this is an account of 
what I saw and heard. 


No Competition 


The Time Machine landed in the middle of 
Michigan Stadium. The Stadium was the same 
old stadium only 100 years of disuse made it 
look pretty seedy. We found out why later. 
Ever since 2010 competitive sports had been 
banned in America. 

As all competitive enterprise was illegal in 
America, the Government didn’t want the 
younger generation to contaminate the serious 
business of production for use, with any taint 
of selfish endeavor. 

While the Yankee ballgrounds, Shibe Park, 
Briggs Stadium, and a few University athletic 
fields were kept for Cooperative Indian Club 
Swinging and Rhythmic Dancing, all other 
sport fields in America were turned into re- 
educational centers for the recalcitrants who 
wanted to try to run faster, jump higher, and 
throw farther than anybody else. 

With all competitive athletics shut off in 
America, Canada became the bootleg sport 
center of the Western Hemisphere. 

It was just getting dusk as the professor 
and I hid our Time Machine behind a pile of 
benches in the Stadum. Finding our way out, 
we came to Tappan Street. Crowds of people 
were walkng down the street. We followed 
them. They entered a building with the words 
“Robert Rodkey Auditorium” carved in gran- 
ite over the entrance. 

I gathered from the casual conversations 
heard as we swept along with the crowd that 
a famous professor of history and economics 
by the name of Russell A. Stevenson IV was 
lecturing. His topic? “An Analysis of the 
United States Chamber of Commerce Mani- 
festo.” 

It seems the United States Chamber cele- 
brated, in 2049, the 200th anniversary of a 
Canadian manifesto issued in the year 1849, 
wherein the merchants of Montreal asked per- 
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mission to join the United States. With almost 
identical language in 2049 the United States 
wanted to come into Canada, instead of the 
other way around. 

Somebody handed me a copy of the mani- 
festo as we entered Rodkey Hall. The mer- 
chants of America resolved as follows: “Ex- 
hibiting every symptom of a nation fast sink- 
ing into decay—crippled, therefore, and 
checked in the full career of private free enter- 
prise, these United States stand before the 
world in humiliating contrast with our imme- 
diate neighbor on the north, the Dominion of 
Canada. As we see it, the only effectual rem- 
edy left to the producers and distributors of 
America is complete annexation of the United 
States by Canada. Therefore we highly resolve 
to petition the Canadian Government to allow 
America to become the Eleventh Province of 
the Dominion of Canada.” 

“Ah, what a sad estate my country is falling 
into,” I cried to the professor. “Why, back in 
1953 we had more people receiving checks 
from the Federal Government than the entire 
population of the Dominion.” 

“Maybe that’s the answer,” replied the pro- 
fessor, as we slipped into two comfortable 
seats at the rear of the hall. 


Why Businessmen Wanted 
to Join Canada 


Professor Russell Stevenson IV was almost 
an exact counterpart of his distinguished an- 
cestor, the late Dean of the University of 
Michigan School of Business Administration. 
As he came on the platform in his long-flowing 
academic robe, people opened their notebooks, 
as much as to say, “Here is something worth 
putting down.” Following suit, I took short- 
hand notes of his entire address. 

With your permission, I shall read verbatim 
Professor Stevenson’s address delivered to the 
students of Michigan University on the 9th 
day of May, the year 2053. 

“Four years ago, February 3, 2049, to be 
exact, the United States Chamber of Com- 
merce, at a mass meeting in New York City, 
passed a resolution petitioning Canada to per- 
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mit the United States to become the Eleventh 
Province of the great and prosperous Domin- 

“Why was this? 

“The debates in the Canadian Parliament 
offer no valid explanation. Even the Legis- 
lative Bureau in Washington, which, since 
Congress was abolished, passes all the laws for 
America, is puzzled over the desire of their 
merchants and producers to leave the security 
of a controlled economy in America for the 
rigors of free enterprise in Canada. 

“I reject most of the current explanations. 

“Is it lack of raw materials? No. America 
was and still is a rich source in basic materials. 

“Ts it lack of productive capacity and manu- 
facturing ability? Of course not. Every stu- 
dent of history knows that during the Twenti- 
eth Century, America had more ‘know how,’ 
more ingenuity and more productive initiative 
than any other nation in the world, especially 
in the automotive field. 

“Is it high taxes? This is the most generally 
accepted theory. But Canada has just as high, 
in fact, higher taxes, without going into a 
decline. So that can’t be it. 

“Ts it the devastation of war, such as led to 
the crisis in Twentieth Century England? No, 
for while 749 million Communists threatened 
to overun the world in that same era, we know 
now what the democracies did not know then 
—that Communism would explode inwardly 
of itself before it could annihilate civilization. 

“War, taxes, lack of ‘know how,’ depletion 
of raw materials. What is left, if these be not 
the underlying causes of America’s decline? 

“The answer is: Distribution. 


The Regulation of Distribution 


“Few people realize that governmental 
stifling of free enterprise in the field of distri- 
bution is the most important factor in Amer- 
ica’s failure to keep pace with world civiliza- 
tion. 

“The American Government seldom inter- 
feres with production. No bureaucrat dares to 
tell the American enterpriser that if he puts a 
nut or a bolt or a gear on one contraption, he 
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has to do it on all his goods. What he makes 
and how he makes it is determined by the 
tastes and demands of the consumer in a com- 
petitive market. But the program toward dis- 
tribution is one of suppression. However, dur- 
ing the first half of the Twentieth Century, 
this program of Government harassment was, 
for the most part, only on paper. In other 
words, the tyranny of administrative decisions 
based on special interest legislation, was ren- 
dered attractive by the lack of enforcement. 

“For half a century these despotic powers 
lay quietly buried away in the dry and seldom 
read decisions of the Federal Trade Commis- 
sion, along with a few musty concurrences and 
affirmations in the iron drawers of the clerks’ 
offices of the Appellate and Supreme Courts of 
the United States. Few, besides professors of 
the law and economics, including Oppenheim 
of Michigan, took any notice of them, except 
I find in looking through the library of the 
University of Michigan a speech of a Wash- 
ington bureaucrat by the name of Lowell 
Mason, who had the temerity to point these 
things out in an address before the Michigan 
Alumni ’way back in 1953. 

“From 1950 to 2000 bureaucracy was out 
to establish precedents, not to enforce them— 
that would come later. 

“Tt must be borne in mind that as early as 
1953 the following things were declared illegal 
—mind you, only on paper. No one could 
charge or quote the same price as his compe- 
tition because if he did, he was guilty of 
‘conscious parallelism of action.’ 


Price Regulations 


“Hence, all businessmen were malefactors if 
they were smart enough to know they couldn’t 
get more for their wares than their competi- 
tors, and weren’t dumb enough to take less. 
If, when hailed before a court of justice, a 
defendant endeavored to prove his prices were 
not frozen by the cold winds of conscious 
parallelism, but that they fluctuated with the 
exigencies of the competitive market, his evi- 
dences of price dissimilarities would land him 
in jail for illegal price discrimination. 
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“ ‘So yer pays yer penny and takes yer 
choice!’ 

“The mere fact of price difference, regard- 
less of the circumstances, was sufficient in 
1953 to establish the guilt of a seller without 
any further to-do, and the buyer was in the 
same boat. All people in the field of distribu- 
tion were presumed guilty until they proved 
their innocence. 

“This hideous situation was not even justi- 
fied as generally most tyrannies are sought to 
be justified, on the grounds that the public 
welfare demanded a ruthless extermination of 
monopoly power, for the heavy hand of Gov- 
ernment did not limit its attack on alleged 
monopolies or those who conspired to fix 
prices. 

“Commissioner Mason during the middle of 
the Twentieth Century pointed out that the 
growth of legislation and decisions oppressive 
to distribution was more than reminscent of 
the beginnings of the Nazi movement in Ger- 
many, where the same zeal was displayed to 
protect the small businessman from his large 
competitors; but once authority was estab- 
lished, the state hit any and every business, 
regardless of size, and regardless of a com- 
petitor’s position in industry or whether the 
goods were sold to direct consumers, retailers 
or wholesalers. The law rejected the right of a 
businessman to set his own functional dis- 
counts, but required that they all be based on 
savings in cost. And, in fact, for certain com- 
modities, such as rubber tires, and later all 
hard goods as well as consumer goods, de- 
fendants were not given the opportunity to 
prove even this. The advocates of bureaucratic 
control over business may have passed ihe law 
under guise of attacking big business and help- 
ing small business, but once Government was 
in the business saddle, it rode hard on the 
little fellows in 2000 A.D. 

“A fish peddler here, a fruiterer there, felt 
the stern hand of Uncle Sam upon their shoul- 
ders. Not too many shoulders, of course; just 
enough to establish a rule of law to be referred 
to later, come the Millenium. 
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The Impact on Enterprise 


“With the American governmental atmos- 
phere so deleterious to free competitive enter- 
prise, it was natural that all the good money 
left America for Canada, and all the bad 
money ran out of Canada and hid in America. 
This trend was noticed as early as August, 
1952. Gilbert Burck of Fortune Magazine, one 
of the most thoroughly analytic and objective 
portrayers of the American business scene, 
wrote in the August, 1952, number: 

“¢While most Canadian money has gone 
into safe portfolio investments, most United 
States money has gone into the more dy- 
namic development projects.’ 

Burck, of course, had in mind Alberta oil, 
Labrador iron, Kitmat aluminum, and Prince 
Rupert cellulose. 

“The era from the middle of the Twentieth 
to the Twenty-first Century was known as the 
Century for the Raw Materials Countries. 
The United States still had an abundance of 
raw materials to work on; but Canada, with 
a land area bigger than the United States, was 
in the process of dramatically uncovering tre- 
mendous new vistas rich in the finest of basic 
minerals, water power, and cellulose. 

“Vital money and vital people don’t believe 
that a bird in the hand is worth two in the 
bush. To those endowed with an over-abun- 
dance of energy, new discoveries are always 
more attractive than old riches. Good money, 
like a good football player, always goes where 
the ball is being played, and from 1953 to 
2053, the ball was not being played in 
America. 


The Final Blow 


“It was finally in the year 2003—-March 8, 
2003, to be exact—that the final blow against 
private free enterprise in the distribution field 
fell upon American industry. Up until then, 
appropriation for antitrust enforcement agen- 
cies had been left in the hands of Congress, 
the representatives of the people. Congress, 
by some occult touch with the populace, had 
consistently refused to give the agencies of the 


oO th CO 


f 


Michigan Business Kevia 


| G 
| 
| bt 
in 
pl 
lo 
th 
| C 
| of 
ne 
| 
| 

| | | 

| 


JULY, 


Government anywhere near morey enough to 
carry out the tremendous powers they held; 
but on March 8, 2003, when the Governrient 
in Washington had become so vast and com- 
plicated that it was felt the people were no 
longer competent to choose the lawmakers, 
the Legislative Bureau, created to supersede 
Congress on the above date, allocated the sum 
of 400 million dollars so that equal justice 
under the law could be meted out to all busi- 
nessmen. 

“On that date the Department of Justice 
sued 150,000 businessmen for pricing their 
goods by conscious parallelism; and the Fed- 
eral Trade Commission sued the same 150,000 
for quoting different prices to wholesalers from 
what they charged retailers for goods of like 
grade and quality. So the Government had 
them either way. As the precedent had already 
been established for fifty years, and, as in the 
case of the Federal Trade Commission, the 
defendants were presumed guilty once the fact 
had been established that two prices had been 
charged, the whole 150,000 consented to 
orders being entered against them without 
contest. Immense IBM tabulating machines 
were installed in all antitrust departments 
and within the next two weeks, every person, 
firm and corporation engaged in interstate 
commerce had either an order, judgment, fine 
or a prison sentence imposed against him. 

“No one dared any longer to sell anything 
at any price, or under any terms or conditions, 
without first receiving clearance from the 
Bureau of Economic Control. 

“No wonder the businessmen of the United 
States now seek admission with Canada.” 

Professor Stevenson raised his hands and 
brought them down on the platform with a 
resounding thump. I had become so engrossed 
in his frightful disclosure about my own coun- 
try that I had forgotten the passage of time. 
Quickly I glanced at my wrist watch. 


The Trip Back to the Year 1953 


“Great heavens,” I whispered to the pro- 
fessor, “do you realize our elapsed time is 
running close to the hour when I must be at 
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the alumni meeting? We have just thirteen 
minutes to get back to the Time Machine, and 
let’s hope it’s in good condition so it can 
return us to the year 1953.” 

The professor and I ducked quietly and 
quickly from the building and ran for the 
Stadium. It was a bright, cold, starlit night. 
The crowd had not left the lecture hall and 
we were alone. We looked behind the pile of 
benches and the Machine wasn’t there. A 
guard saw us lurking around in the darkness 
and came over. 

“What are you fellows doing here?” 

I was trembling with anxiety and in spite 
of the cold, a sweat broke out on my forehead. 
But the professor, always imperturbable, al- 
ways calm, replied: 

“Thank you, officer, we are looking for a 
new non-competitive exercising machine. We 
want to demonstrate it to Fritz Kreisler, the 
dancing teacher, tomorrow morning.” 

“Oh, that bicycle contraption,” replied the 
officer. “I shoved it over into the powder 
room.” 

He led us across the field, and there it was. 

“But I can’t let you fellows have it,” he 
said. “After all, how do I know it belongs to 
you?” 

“Of course not,” replied the professor. “We 
will let it stay right here, but we would like 
to show you how it works. Come on, Commis- 
sioner Mason, let’s give the guard a demon- 
stration.” 

Before the guard could protest, we had 
climbed aboard. It was but a matter of mo- 
ments until we were back in 1953. 


The Important Truth 


“Professor,” I said, as I bade him good- 
night at the front door, “you can pick your 
winner at the Irish Sweepstakes, you can take 
a look at the stock quotations a month from 
now and make yourself a cool million; maybe 
you will look into the future and come back 
to give humanity a cure for cancer. You have 
given me a good cure for cancer, of a different 
kind—the cancer that eats into the liberties 
of people, that destroys all striving for a bet- 
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ter life. Some people think that as our econ- 
omy gets more complicated, we need more 
state planning and central control. You have 
taught me the truth—the truth that in mod- 
ern products and modern distribution, with 
their multimillion commercial decisions to be 
made every day in the year, no one big brain 
in Washington, or London, or Ottawa (grant- 
ing the highest of motives) can possibly grasp, 
to say nothing of choose, which million of al- 
ternatives shall be followed and which million 
shall be rejected.” 

Jewkes, in his Ordeal by Planning, and 
Hayek in his Road to Serfdom, have both 
pointed this out, Jewkes recently, Hayek a 
half dozen years ago, and Sinclair Lewis in 
his Jt Can’t Happen Here, almost two decades 
ago. 

There are, ladies and gentlemen, a lot of 
things wrong with competition. I see them 
every day in my official capacity as a Federal 
Trade Commissioner in Washington; but, in 
spite of its frailties, no one yet has found a 
valid substitute. 

And so, ladies and gentlemen, this is what 
happened to me on my way to Michigan Uni- 
versity. I had some doubts as to whether I 
should discard my formal speech and relate 
these facts as they occurred to me. I cannot 
expect all of you to believe them. Some of you 
may take it as a lie—or as a prophecy. Per- 
haps I dreamed it on the sleeper on the way 
here. Perhaps you may say I have engaged 
in fantasy. If this be so, you may ask why 
Lowell Mason has addressed this distinguished 
group of scholars in a vein of fantasy. I’ll tell 
you why. 

A Fresh Look at Freedom 


When you go home after this conference, 
look at the walls in your house. Somewhere 


there is a picture of someone you deeply love. 
You won’t see it. It has been there so long and 
you have looked at it so often, it has lost all 
significance. That’s the same with free enter- 
prise and competition in America. We say we 
prize them highly, but they have gotten so 
they don’t mean much. 

Watch an artist when he looks at a land- 
scape. When he has stared at it too long, he 
takes a mirror and observes the scene in re- 
verse. This new slant emphasizes the details 
lost in too much familiarity. Freedom is some- 
thing we also deeply love. 

In America that is why we are here, instead 
of in the Old Country. But freedom as an ab- 
stract idea is old hat. It is tiresome. Perhaps 
we had better take a fresh look at it from a 
different angle. Perhaps we had better listen 
to this newspaper warning: 


“From remonstrances despised, from 
grievances treated with ridicule, from pow- 
erless men oppressed with impunity and 
overbearing, and tolerated with compla- 
cence, springs the tyrannical usage which 
generations of wise and good men may here- 
after perceive and lament and resist in vain; 
hence the necessity of denouncing with un- 
wearied and even troublesome perseverance 
a single act of oppression. The country has 
allowed it, and when it is at last provoked 
to late indignation, it finds itself gagged 
with the record of its own ill compunction.” 


This quote is not from the Ann Arbor News, 
the Michigan Daily, or the New York Times. 
It is from the London Times. Not yesterday’s 
Times, but from the London Times of 1846. 

The quotation is pretty old. But it is still 
spot news to us today. 
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| The principal proposals that have been made by 


labor organizations and management groups 


Labor Legislation—How They 
Say It Should Be Revised 


IS is a year of stocktaking in Federal 
labor policy. Early in May the labor com- 
mittees of the House and the Senate concluded 
hearings on proposed amendments to the 
Labor-Management Relations Act. During 
twelve weeks of hearings an estimated three 
and a half million words of testimony were 
received. The committees heard contradictory 
proposals of a large number of labor and man- 
agement representatives. Few spokesmen for 
the public appeared before the committees, 
and no representative of the administration 
has up to this time submitted any proposals 
for changes in the Taft-Hartley Law or in 
other federal legislation affecting industrial 
relations. 


Twenty Years After 


To consider this pattern of proposals in its 
proper setting, it is in order first to consider 
the background. The audit comes early in the 
first year of a new administration elected on a 
plank of non-intervention, after two decades 
of strong participation. From 1935 to 1947, 
the original National Labor Relations Act was 
in effect, providing an affirmative federal pol- 
icy of encouraging organization of workers for 
collective bargaining. Prior to the validation 


About the author— 


With experience as an arbitrator, a consultant, and 
an officer of governmental labor boards, Dr. Myers is 
Associate Professor of Industrial Relations in this 
School. This paper was presented by him at the Busi- 
ness Administration Alumni Conference, May 9, 1953. 
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of that statute by the United States Supreme 
Court, the national government had turned 
from a course of laissez-faire in labor-manage- 
ment relations; the Norris-La Guardia Act of 
1932 had initiated the period of friendliness 
to unionization by precluding federal courts 
from restraining labor union activities. 


Growth of Unions 


With fewer than ten per cent of the wage 
earners in unions, the National Industrial Re- 
covery Act of 1933 underscored this policy of 
fostering collective bargaining. The National 
Labor Relations Act consciously aided the de- 
velopment of industrial unionism on a sub- 
stantial scale and labor became a strong in- 
fluence in the economy. The employment 
conditions of the 1930’s had made the workers 
skeptical of economic individualism, and craft 
unions offered little aid to most of the workers. 
The new development of unions that was 
started by the government was soon stim- 
ulated by the competitive rivalry between the 
American Federation of Labor and the new 
Congress of Industrial Organization, with 
more attention focussed on the position of the 
semi-skilled and unskilled employees. 

The combination of the legislative, social, 
and economic influences of the ten-year period 
after 1937 brought about rapid growth in the 
organization of employees so that by the end 
of the war a third of the workers were mem- 
bers of labor organizations. Among the in- 
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dustrial group, agricultural and white-collar 
employees excluded, approximately one out of 
two non-supervisory employees were dealing 
with their employers by collective bargaining. 

Students of the subject have stated that 
this development brought a shift in power, so 
that management’s control of personnel poli- 
cies was challenged. It has been said that our 
economy is characterized as laboristic more 
than capitalistic since labor’s influence in mak- 
ing the basic economic determinations out- 
weighs that of management. This is something 
of an overstatement in my judgment although 
the development of unionization and collective 
bargaining should not be minimized. It is ap- 
propriate to describe our economy as “collec- 
tive bargainingism.” 


The Taft-Hartley Act 


Almost from the passage of the Wagner Act, 
which industry spokesmen had originally 
rigidly opposed, a strong drive for revision de- 
veloped. In 1947 the efforts to impose re- 
straints on union conduct, both toward em- 
ployers and toward employees, bore fruit. The 
Taft-Hartley Act limited the area of legal 
union practices considerably, imposed statu- 
tory collective bargaining duties upon labor, 
and reduced to some degree the right to strike. 
It also reestablished some federal court par- 
ticipation in management-union disputes to 
the extent that damages could now be under- 
taken by private parties, injunctions obtained 
by the government in the event of national 
emergency disputes and jurisdictional or sec- 
ondary stoppages. 

The position of labor with regard to the 
1947 proposals was parallel to that of manage- 
ment toward the 1935 law. Inflexible and mili- 
tant denials of any need for changes resulted 
in each case in legislation drafted to the speci- 
fications of one of the parties. This was hardly 
the best way to legislate for two-party prob- 
lems. 

After five years of administrative experience 
and a shift in political power since the enact- 
ment of the Taft-Hartley law, we have now 
heard from the spokesmen of both labor and 


of industry. Somewhat different judgments 
from those of 1945-47 have been expressed in 
1953. 


The Current Proposals 


To be effective, labor-management legisla- 
tion needs the support and endorsement of 
both groups. This is a large order. It is the 
purpose of this paper to report briefly on 
proposals that were suggested by labor and 
industry in Washington. Their suggestions 
necessarily involve much in the way of per- 
sonal values, group interests, and social philos- 
ophy. A solution must, of course, be hammered 
out on the basis of considerable compromise of 
conflicting interests, and perhaps some recon- 
ciliation of irreconcilables. A report on the 
statement of the interested groups will at the 
most highlight those problems which require 
particular attention. 


Return to Laissez-Faire 


Among the proposals made before the con- 
gressional committees a few were extreme to 
a point that they will undoubtedly receive 
little serious consideration. It is interesting, 
nevertheless, to note that some would elim- 
inate the 1935 and the 1947 legislation com- 
pletely. Among them, a labor witness, John L. 
Lewis, would retain only the Norris-La Guar- 
dia Act to preclude the application of the anti- 
trust laws to labor organizations. A spokesman 
for a furniture manufacturers association and 
a spokesman for the Committee for Constitu- 
tional Government proposed the elimination 
not only of both the 1935 and 1947 statutes 
but also of the Norris-La Guardia Act. The 
objective of this suggestion is to create the 
legal conditions whereby the anti-trust laws 
might be applied to labor union activities. 

There is no possiblity that all of the re- 
strictions and the responsibilites written into 
the Taft-Hartley Act will be eliminated. This 
seems in fact to be accepted by the heads of 
both the American Federation of Labor and 
the Congress of Industrial Organization, 
whose testimony indicates acceptance of the 
provisions imposed by the Taft-Hartley law 
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upon labor organizations to a considerable ex- 
tent. For example, the requirements that labor 
unions may not coerce employees in their 
rights to remain out of unions, and that they 
may not force employers to discriminate 
against employees were not subjects of labor 
objections. 

The requirement, moreover, that unions be 
obliged to bargain collectively with employers 
in the same way that employers must bargain 
with labor organizations, was given union 
sanction, at least by indirection. These were 
not among the provisions that the national 
labor organizations opposed. 

Both organizations also supported the con- 
tinuation of the restrictions on jurisdictional 
stoppages, and on strikes conducted by one 
union to force an employer to recognize it 
when another union had already been certified. 
These expressions are significant since they 
indicate a realistic attitude on the part of top 
labor spokesmen who have revised their ada- 
mant position for a complete elimination of 
the Taft-Hartley Law. 

The old insistance that we return to the 
Wagner act with its protection of labor union 
activities and the imposition of restrictions 
and compulsions upon management only, also 
received less expression. Two representatives 
of labor organizations did testify that the law 
should be changed back to the original Na- 
tional Labor Relations Act with its policy of 
restricting one side of the bargaining table 
only. Both of those representatives, however, 
spoke for unions which have been expelled 
from the C.I.O. on charges that they were 
communist dominated, and do not express any 
widespread labor sentiment. 


Federal Preemption vs. States Rights 


Some different approaches to the reduction 
of federal particpation in industrial relations 
appeared in several less drastic proposals. In 
1949 the U.S. Supreme Court invalidated a 
Wisconsin law prohibiting strikes in public 
utilities on the ground that the Congress had 
taken exclusive control of the field. Although 
the federal law makes no special provision 
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for local situations in which the states tra- 
ditionally exercised their police power, the 
court found that this failure to make such 
provision was deliberate. Therefore this con- 
stituted an affirmative policy. Therefore no 
state may enact any law restricting the right 
to strike or requiring anything in conflict with 
the federal law. 

In order to change this bar to state action, 
the Congress would have to enact legislation 
yielding authority now preempted by the 
Taft-Hartley Act. Several proposed revisions 
directed to that end have been thrown into 
the hopper. 

Most extensive of the provisions for such 
changes in the law are those contained in the 
bill which would exclude from the federal act 
all employers having less than ten employees, 
all employers in the building construction in- 
dustry, and practically all public utility com- 
panies. Some question might be raised as to 
the desirability of this approach. Many em- 
ployers as well as unions might lose the pro- 
tective value of the law by this sort of ex- 
clusion coverage. 

Other proposals would provide for condi- 
tional exclusion from federal coverage under 
certain circumstances. For instance, one would 
allow the National Labor Relations Board to 
cede to a state such jurisdiction as it saw fit. 
Another would allow a state to proceed unless 
the National Labor Relations Board actually 
did act in a given situation. A third proposal 
would eliminate jurisdiction over public util- 
ities by the federal government in any state 
that established a law covering those indus- 
tries. 

Still another proposal would yield to the 
state governments all jurisdiction over labor 
disputes involving the public utilities. It is 
interesting to note that the American Transit 
Association, representing the local transporta- 
tion companies, opposed this proposal, appar- 
ently anticipating a wave of state laws requir- 
ing compulsory arbitration of utility disputes, 
a development which the transportation in- 
dustry would resist forcefully. 

The suggestions on the subject of emergency 
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disputes, presently covered in Title II of the 
Taft-Hartley Act, also indicated some radical 
shifts of opinion. One labor spokesman sug- 
gested a drastic measure to outlaw national 
emergency disputes. Other labor representa- 
tives and industry groups objected to that 
proposal. No suggestions were made to broad- 
en the list of devices available to the Presi- 
dent—the apparent objective being to keep 
dispu‘es out of the White House insofar as 
that is possible. 


Emergency Disputes 


Diverse sources expressed the opinion that 
the provisions of Title II are inadequate. As 
one example, the president of the National 
Association of Machinists, A. F. of L., sug- 
gested the compulsory arbitration of major 
disputes affecting the public interest as an 
alternative to the use of injunctions and 
boards of inquiry as presently provided for in 
the statute. The United States Chamber of 
Commerce and the C.1.0., on the other hand, 
opposed any such change in procedures. The 
C.I.O. recommended that major disputes be 
referred to Congress, with elimination of in- 
junction or mandatory waiting period pro- 
visions in the law. Included in one of the 
proposals is the sole provision that an investi- 
gation be made and the matter referred direct- 
ly to the Congress by the Federal Mediation 
and Conciliation Service, if the differences 
between the parties remain unresolved. 

Another proposal would eliminate any in- 
junction requirement or waiting period; upon 
the proclamation of a national emergency a 
board would be appointed to make a report 
with findings and recommendations. If a strike 
or lock-out continued after the Presidential 
proclamation, he would then report the fact 
to Congress for appropriate action. Modifying 
this proposal, Senator Ives suggests that a 
period of sixty days be allowed the emergency 
board in which to make its report, during 
which period no strike or lock-out would be 
permitted. Senator Taft questioned as to how 
this could be implemented in the event that 
the parties did not voluntarily comply with 
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the prohibition, pointing out that the only 
solution would be that an injunction be issued. 

One proposal deserves mention in terms of 
its novelty rather than in terms of its proba- 
bility of adoption. This would permit employ- 
ers and unions to file with the NLRB a “non- 
stoppage strike contract” during a labor dis- 
pute. Such a contract would ban strikes and 
lock-outs and provide that a certain percent- 
age of wages would be held in escrow by the 
Board during a “‘non-stoppage strike.” During 
any ninety-day period that the dispute re- 
mains unsettled the Board would deduct the 
amount provided in the contract, not less than 
ten per cent of wages; the employer would 
have to pay the board an amount each week 
equal to one fifty-second of the net profits of 
the plant for the prior taxable year. If the 
dispute were settled during the first ninety-day 
period the amounts would be refunded, but 
amounts accruing during any ninety-day per- 
iod in which the dispute continued would be 
forfeited to the United States Government. 
Financial incentives would thus impel settle- 
ments without the need for a stoppage. 

Several bills introduced into the House 
would authorize the President to issue orders 
forbidding strikes and lock-outs in emergency 
disputes and, if such had not been settled 
within thirty days, to compel the submission 
of the dispute to arbitration. The bills would 
provide for the appointment of a board to 
make findings and recommendations, but no 
injunction would be issued during the period 
of investigation. 


Limitations on Bargaining 


Another approach which has been proposed 
by many business interests and opposed by 
other business groups and by all labor organi- 
zations would restrict the area of negotiations 
and the extent of strike action. The building 
contractors, the bakery industry, and the 
clothing manufacturers all opposed any such 
limitation on multiple-employer negotiations. 
On the other hand the National Association of 
Manufacturers and the Farm Bureau Federa- 
tion endorsed it. 


Michigan Business Review 3 


jw JULY, 


Another proposal would make a strike il- 
legal. unless it was authorized by a majority of 
the employees through a ballot conducted by 
the National Labor Relations Board. This re- 
quirement of a ballot was contained in the 
War Labor Disputes Act, but was found any- 
thing but effective since employees over- 
whelmingly voted in support of their demands 
even though they may have been opposed to 
striking. Congress finally precluded the NLRB 
from expending any of the funds appropriated 
for conducting such ballots under that law. 
That bill finally became inoperative with the 
termination of hostilities. 


Some Miscellaneous Proposals 


In response to objections by labor, Senator 
Taft has suggested that the secondary boycott 
prohibition be amended to permit employees 
of another employer to refuse to work on 
goods transferred from a struck plant. The 
CIO spokesman endorsed this proposal, but 
urged further liberalization, to permit a re- 
fusal to work on goods coming from another 
company which had sought to avoid union 
conditions or which paid substandard wages. 
Senator Taft called this CIO proposal ‘“abso- 
lutely unjustified.” It would have the effect 
of allowing every type of secondary activity 
except that in which one union refuses to 
handle work coming from a rival union’s plant. 

To meet the objections of the labor organi- 
zations that the bill can be used for antiunion 
purposes, Senator Taft proposed to eliminate 
the provision presently in the law denying 
striking employees who are not entitled to re- 
instatement to their job the right to vote in 
an election to determine bargaining rights. 

He has also proposed the revision of the 
section of the law which denies to employees 
striking during the sixty-day period prior to 
the termination of an agreement the status of 
employees. This too affects the right to vote 
in a collective bargaining election; the change 
is directed toward the same objection of labor 
organizations that in a period of unemploy- 
ment this disenfranchisemert would make a 
strike disastrous for organized workers. 
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Other proposals would set limits on the sub- 
ject matter of collective bargaining and would 
revise the law to make more effective the re- 
strictions on the content of the bargain. For 
example one would tighten the so-called 
featherbedding prohibition of the law which 
was watered down by decisons so as to be of 
little effect. The Chamber of Commerce and 
the National Metal Trades Association ap- 
prove of this proposal. Senator Taft believes 
now that it is impossible to distinguish by ju- 
dical process between services that are needed 
and services not needed or required. The 
American Federation of Labor agrees with 
Senator Taft’s position, perhaps for other 
reasons. 

In addition to these proposals that seek to 
change the application of the law in its broad- 
er aspects, a number of proposals would 
modify particular administrative provisions, 
the mandatory injunctive requirements in con- 
nection with jurisdictional and secondary 
disputes, or change the composition of the 
NLRB. 

Still another goup of suggestions would ex- 
tend the restrictions on subversive activities 
of union leaders, applying them also to em- 
ployees, and including fascist types of organi- 
zational activities in the ban. Another amend- 
ment has been introduced to allow an employ- 
er to discharge an employee who is found to 
have been denied union membership because 
of his support of Communism. 

The latest amendment introduced up to 
the time that this paper was written would 
make an unfair labor practice of employer 
discrimination against an employee by reason 
of race, color, or creed. This fair employment 
proposal, introduced by Senator Ives at the 
request of racial groups, could well result in 
no revision of the law at all. 


Union Security Provisions 
The revisions discussed for reducing the cov- 
erage of the Federal Act or for ceding author- 
ity to the states are directed in part at the 
union shop problem of the building construc- 
tion industry. Inasmuch as union hiring is 
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unavoidable in an industry frequently pro- 
viding short periods of employment on any 
single job, Senator Taft would make a special 
case for this industry by a revision of the 
union security limitation. Another proposal 
would allow the printing trades a special ex- 
ception. 

The A. F. of L. and several C.I.O. organi- 
zations both insist, however, that Congress 
permit any type of union security provision 
agreed to by the bargainers. The Chamber of 
Commerce, the National Association of Manu- 
facturers, the National Metal Trades Associa- 
tion, the west coast lumber industry, and the 
Farm Bureau Federation on the other hand 
have proposed that every form of union secur- 
ity provision be outlawed. 

Several proposals would limit the authority 
of the National Labor Relations Board to 
determine either the subjects that must be 
included in the bargaining at the request of 
one party, or those items that may not be 
excluded from the scope of bargaining. The 
latter supported by some union spokesmen 
would allow bargaining on traditional customs 
and practices such as union hiring halls or 
work limitations. The former, supported by 
some management voices would prevent the 
Board from ordering bargaining on matters 
such as pensions or management prerogative 
issues. 

Encouraging Signs 

This array of evidence indicates no unanim- 
ity of thinking by either labor spokesmen or 
by those representing management as separate 
interest groups. It shows even less mutual 
agreement from the two sides of the bargain- 
ing table as to what should be done about 
federal legislation affecting management- 
union relations. The differences are sharp and 
fundamentally contradictory. 

But this does not necessarily mean that no 
progress is possible toward revisons of the law 
that would be mutually acceptable. Assuming 
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such unanimous endorsement to be essential 
to workable legislation, and I believe that it is 
indispensable for a satisfactory long range 
program, the directly interested groups may 
be moving in that direction. 

For one thing the less complete unanimity 
of attitude on the part of labor, and the dis- 
agreements among management also, are en- 
couraging signs. 

No longer do all the unions uniformly de- 
mand complete freedom or license for labor. 
And no more do employers’ organizations 
unitedly oppose any limitations on their labor 
practices. This recogniton of the necessity of 
having rules of the game applicable to both 
parties is a big advance over the attitudes ex- 
pressed from 1934 through 1952. Concessions 
are more probable now than heretofore. 

A second hopeful factor appears to be the 
willingness of some labor and management 
groups to take the same side of a question, 
even if it may be considered as heresy by 
others of the group. The objections of several 
management groups, along with all labor 
spokesmen, to the restrictons proposed for 
industry-wide bargaining is a case in point. 
There are definite indications of an acceptance 
by both management and labor of the realities 
of collective bargaining and of its integration 
into our economic institutions. The attitude of 
all groups today seems, moreover, to be one 
of less government intervention and more free 
play for management-union relations. 

In a nutshell, labor and industry both seem 
to be reaching a state of maturity that prom- 
ises at least a live-and-let-live attitude for the 
future. Perhaps we have reached the point 
where mutual survival may be the more char- 
acteristic theme of labor relations and of labor 
legislation. This may be another reason to 
expect that revisons of the federal labor law 
can be worked out that will have more unani- 
mous endorsement of rival political and eco- 
nomic groups. 
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costs, objectives, and reserves 


Key aspects of Social Security: desirability, coverage, benefits, 


The Social Security Outlook 


ROBABLY not in this session of Congress, 

but almost surely in the session next year, 
preceding the Congressional elections, the So- 
cial Security pot will be boiling. By Social Se- 
curity I refer primarily to Federal Old Age 
and Survivors Insurance (OASI). There are 
several reasons why Social Security will re- 
ceive attention. President Eisenhower in his 
first message to Congress said: 

“The provisions of the Old Age and Insur- 

ance Law should promptly be extended to 

cover millions of citizens who have been left 
out of the social security system.” 

This clear-cut statement practically insures 
Congressional efforts to extend the OASI pro- 
tection to groups of workers not now covered. 
Study of ways and means of achieving the 
maximum practicable extension are now going 
on in the Social Security Administration, as- 
sisted by a group of outside consultants. 

Another reason for the rising interest in the 
Social Security problem is the interesting pro- 
posal by the Chamber of Commerce of the 
U. S., supported by a large referendum vote, 
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to extend OASI coverage to the present retired 
unprotected aged, with the new OASI benefits 
replacing the Federal grants to the states 
under the Old Age Assistance (OAA) pro- 
gram. That this proposal will raise many ques- 
tions and provoke controversy is a sure bet. 


Opposition to OASI 


Still another reason why the pot may boil is 
the latent hope of some groups and individuals 
who opposed the New and Fair Deals that the 
atmosphere may be favorable to abolishing 
the “socialistic” OASI program. What they 
propose in its place will vary with different 
groups. Some will propose a type of “Town- 
sendism” with level benefits for all retired 
aged supported by one or another kind of tax- 
ation. Some voices may be raised for a system 
of free grants based upon a “means” or 
“needs” test, similar to the present OAA pro- 
gram. The Brookings Institution some time 
back advocated a means test program. In iny 
opinion if any political party wants to commit 
suicide, advocacy of such a solution of the 
broad problem of old age security would be a 
sure way of doing it. This country wants to 
work toward a system of old age benefits paid 
as a “matter of right” and not made dependent 
upon the “Pauper’s Oath” as the means test 
is sometimes called. 

Opposition to any nationwide system of old 
age protection must however be conducted 
with great circumspection, at least as far as 
politics is concerned. The people of the United 


States by and large believe in old age security 
—especially with the experience of the old 
people in the Great Depression of the 1930’s 
as an object lesson. Hence oppositon is likely 
to take the form of opposing extension of the 
coverage to groups not now covered. The 
OASI system will not operate smoothly in the 
long run with a substantial number of workers 
left outside. Hence, to those opposed to the 
system, preventing its smooth working is a 
desirable goal in itself. Maybe something will 
turn up to cause the system to break down. 

No doubt we shall also hear more hue and 
cry that the OASI Trust Fund or “reserve’’ is 
a fraudulent, unreal thing that should be 
abolished. How thinking people can so de- 
scribe the Trust Fund is beyond me. But they 
do, and they have to be reckoned with. Later 
on we shall analyze their arguments. 

All in all, it would appear that the next 
eighteen months will hold much interest for 
those who concern themselves with Social Se- 
curity matters. Despite all the clash of differ- 
ing opinions I am inclined to the belief that 
out of it all will come improvements in the 
OASI program which will make it operate 
more smoothly and with fewer anomalies than 
is now the case. 


Coverage 


President Eisenhower’s declaration in favor 
of extending OASI coverage is very much in 
order as a means of making the system work 
more smoothly and with greater fairness to 
many participants. As things now stand a large 
number of persons go into and out of covered 
employment. Millions pay taxes to the system 
and leave it without obtaining any benefits. 
The more who reach retirement age without 
OASI coverage, the longer will it be necessary 
to continue the OAA program with its com- 
peting free grants. Furthermore, many per- 
sons with relatively short employment in cov- 
ered occupations still are unable to acquire 
sufficient credits to enable them to qualify for 
minimum OASI benefits for which very small 
tax payments will have been made. With uni- 
versal coverage, the taxes paid over the years 
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would considerably increase the tax revenue 
vis-a-vis the benefits. 

At present about 60 million persons are 
gainfully employed in civilian occupations. Of 
these about 48 million (80 per cent) are cov- 
ered by the OASI system. The most important 
groups now not covered are: 


Approximate 
Classification Number 
Self-employed farm operators .... 3,900,000 
Farm workers ...... ea 1,100,000 
Household workers ...................--. 830,000 
Self-employed professional 
490,000 
Other self-employed .................... 400,000 
Employees of nonprofit 
organizations* 440,000 
Federal employees** .................. 1,520,000 
State and local Government 
employees** 3,250,000 
11,930,000 


* Almost a million employees of nonprofit organiza- 
tions are covered. 
** Covered generally by some other public retirement 
system. 


Time does not permit a detailed discussion 
of the circumstances affecting the coverage of 
these now excluded groups. No doubt the re- 
port of the group working on the problem with 
the Social Security Administration will be 
available before long. It should be interesting 
reading. 


The Work Clause 


One feature of the present law has drawn 
widespread criticism. It is the so-called “work 
clause” which cuts off all benefits if a bene- 
ficiary under age 75 earns over $75 a month 
in covered employment. This works most un- 
satisfactorily in many cases. A man and wife 
may be receiving benefits of say $120 a month, 
and the husband earns $76. Then all benefits 
are cut off. Cases like this have naturally 
evoked much emotional reaction. Editorials 
condemning the provision have been written 
and bills have been introduced in Congress to 
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change it, either by raising the earning limit 
or by abolishing it altogether. This type of 
work clause is looked upon as discouraging 
work after 65, at a time when there is a stead- 
ily rising tide of opinion that the country 
would be better off if it had the benefit of the 
productive abilities of older workers. 

To pay benefits irrespective of earnings 
would be to transform the program into one 
providing annuities as though they had been 
bought and paid for as in private insurance. 
It would mean that every employed person in 
covered employment would receive an in- 
crease in pay at age 65. No doubt when labor 
was plentiful it would mean that persons in 
receipt of benefits would be willing to work at 
reduced rates of pay, thus strengthening their 
positions in job competition with younger 
workers. 

To pay the OASI benefits as annuities 
-would cost about one per cent of payrolls. In 
the course of time, as the benefits build up, 
this extra amount (equivalent now to about 
$1.3 billion a year) would be a burden. Really 
necessary Social Security benefits would have 
to be reduced, or payroll tax rates increased 
beyond the rates that otherwise would have to 
be levied. When these reach a total of 6 per 
cent or more, an extra 1 per cent would be a 
real handicap. 

The solution to the work clause problem as 
I see it would be to adopt some form of sliding 
scale plan under which a beneficiary could 
earn a certain amount without affecting his 
benefits. Suppose this amount were $50 a 
month. Then any amount earned in excess of 
$50 would operate to reduce his OASI benefit. 
The reduction might be a 100 per cent of the 
excess earning, or some smaller percentage, 
thus providing an incentive to engage in pro- 
ductive work. It is believed that this kind of 
program could be worked out administra- 
tively, based upon quarterly adjustments. It 
is well worth careful study. Incidentally, a 
reasonable solution of the work clause problem 
would have considerable effect upon the atti- 
tude toward the OASI system of self-employed 
groups which have feared that if they were 
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included in the system their chances of col- 
lecting benefits would be small. Self-employ- 
ment continues in a great many instances well 
beyond age 65. A sliding-scale type of work 
clause was suggested by the Advisory Council 
in its report in 1948. 


Type and Level of Benefits 


What about benefits? They now vary with 
average wages, the first $100 of the average 
being heavily weighted in computing the bene- 
fits. The formula for determining the benefit 
is 55 per cent of the first $100 of average 
wages plus 15 per cent of the excess up to 
$200. The maximum primary benefit is there- 
fore $85 corresponding to an average wage of 
$300. The minimum is $25. Some persons 
would do away with varying benefits and sub- 
stitute level benefits for all. One reason ad- 
vanced is that in doing so the individual pay- 
roll tax records would be done away with thus 
saving enormous sums of money. 

Let’s look at this argument a moment. In 
the first place the total administrative cost of 
the OASI system, including collection of taxes, 
keeping of the individual wage records, and 
disbursing the benefits is less than 214 per 
cent of the income of the system. That to my 
mind is a small cost to pay for maintaining a 
system of varying benefits and avoiding the 
pitfalls of the level benefit program. 

Average wages in this country vary widely. 
In 1950 (the latest year for which figures are 
available) the average income payment to 
individuals was $1,436 a year. In the low 
state it was $698 and in the high state $1,909. 
In selecting a single level figure for the uniform 
pension what would that level be? If it were 
set low, then the higher-paid workers would 
find it unacceptable. If it were set high, not 
only would the burden of cost be dangerously 
heavy, but the benefits would enable older 
persons in the low income groups to live in 
retirement in much greater relative comfort 
than those in the high income groups. I can not 
see how a level benefit could meet the needs 
of a country with incomes that vary as much 
as they do in the United States. 
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The group which formulated the Social Se- 
curity Act in the first place, and both Advisory 
Councils, believed that graded benefits were 
essential for this country. The most recent 
Advisory Council stated in 1948 the basic 
principle as follows: 

“The Council favors as the foundation of 
the Social Security system the method of 
contributory social insurance with benefits 
related to prior earnings and awarded with- 
out a needs test. Differential benefits based 
on a work record are a reward for produc- 
tive effort and are consistent with general 
economic incentives, while the knowledge 
that benefits will be paid—irrespective of 
whether the individual is in need—supports 
and stimulates his drive to add his personal 
savings to the basic security he has acquired 
through the insurance system. Under such 
a social insurance system, the individual 
earns a right to a benefit that is related to 
his contribution to production. This earned 
right is his best guaranty that he will re- 
ceive the benefits promised and that they 
will not be conditioned on his accepting 
either scrutiny of his personal affairs or re- 
strictions from which others are free.” 

I believe the judgment of the country will 
continue to support that position. 


The Problem of Tax Support 


Another problem posed by a level benefit 
program would be the tax system to support 
it. No tax system is perfect. All are subject to 
criticism of one kind or another. However, the 
payroll tax supporting the OASI system has 
been relatively satisfactory and has had un- 
usual acceptance by the workers of the coun- 
try. If it were done away with, what would 
take its place? 

Our tax burden is already extremely heavy 
and so distributed that it is in danger of stif- 
ling energy and initiative. A sales tax would 
be widespread, corresponding to the wide- 
spread character of the benefits. It is doubt- 
ful, however, that it would be politically ac- 
ceptable. A personal income tax to provide 
the needed revenue, added to the heavy load 
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we now have, could be dangerous from the 
point of view of the economy as a whole. 
Corporation taxes which take more than half 
of a company’s earnings are not only burden- 
some, but tend to prevent the dynamic expan- 
sion needed to create new jobs and increase 
employment opportunities. To add an addi- 
tional corporation tax on top of what we now 
have would be most unwise. I doubt that any- 
thing more acceptable could be found than the 
payroll tax system combined with benefits 
geared to wage levels. 

Furthermore, in adopting a level benefit 
system the benefits, because of the cost, would 
have to be well below the present OASI maxi- 
mum. The consequent reduction in the bene- 
fits which millions of workers have been led 
to expect they would receive, would certainly 
have unsatisfactory repercussions. What good 
would Uncle Sam’s word be in the future? 
Repudiating solemn obligations when the con- 
vertibility of our currency into gold was aban- 
doned did not affect many people directly. 
Going back on what would be looked upon as 
pension promises, however, would strike close 
home. 


Is It Socialistic? 


One accusation sometimes made against our 
present system has intrigued me. It is called 
“socialistic.” Just what is socialistic and what 
is not sometimes puzzles me. A heavy pro- 
gressive income tax and free education for all 
children in public schools were two planks in 
the Communist Manifesto of 1848. Maybe the 
OASI program is socialistic. In any event some 
who so label it advocate a level benefit pro- 
gram with some form of taxation other than 
the payroll tax. If the OASI system is social- 
istic, then the level benefit system appeals to 
me as being more so. 

The longer the OASI system remains in 
effect, the more nearly will the direct payroll 
taxes paid by employees and employers come 
to meeting the costs of the individual benefits 
provided by the program. The plan is, of 
course, set up in such a way that the lower 
paid workers get more for their money than 
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do the higher paid ones. However, average 
wage levels, benefits and taxes are definitely 
related to each other. 

The alternative program, on the other hand, 
would provide flat benefits and would be un- 
likely to be set up in such a manner that there 
would be any definite relationship between 
the wages, benefits and taxes. If anything, it 
is more likely to go much further in the direc- 
tion of giving the lower paid workers relatively 
more than under the present plan, and the 
higher paid workers less. I leave it to any 
fair-minded person as to which is the more 
aggravated type of “socialism.” 


The True Role of Social 
Insurance 


One thing should be continually kept in 
mind when considering the level of benefits 
that should be adopted under any Govern- 
ment system such as OASI. It is the true role 
of social insurance. Its proper function is that 
of providing a reasonable basic floor of pro- 
tection for its beneficiaries. It should be a 
system providing benefits on a level which 
would always leave ample opportunity and 
incentive for the individual to supplement 
them by his own efforts. The country would 
be in grave danger the moment social insur- 
ance benefits reached levels that would kill 
the incentives to work and strive for some- 
thing better. Moreover the effect upon the 
national character would be serious. In the 
world struggle for survival the emphasis must 
be on self-reliance and character that seeks 
to make its way through productive work and 
enterprise. 

Furthermore, there would be grave political 
dangers inherent in making the benefits ade- 
quate for comfortable living. To do so would 
place in the hands of the central Government 
tremendous power over the individual citizen. 
Any party, desiring to do so, could abuse that 
power and keep itself in office long enough to 
destroy the checks and balances provided by 
the constitution to prevent the rise of tyranny. 
If we should ever arrive at the position when 
the great mass of the people would be looking 
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to the Federal Government for complete se- 
curity against the hazards of life, we would be 
well on our way to dictatorship. In order, 
therefore, to protect our individual freedoms, 
ample opportunities and incentives must be 
afforded for the exercise of individual initiative 
to provide additional security over and above 
what the Government program provides. 


The Reserve Problem 


A strange illusion which has persisted for 
years, and in some quarters is still going 
strong, is that the OASI Trust Fund or reserve 
is a fiction. It is claimed that it consists simply 
of the obligations of one branch of the Gov- 
ernment to another, and hence lacks real value, 
the money having been spent by the Gov- 
ernment. The claim is also made that the 
reserve involves double taxation—payroll 
taxes in the first instance, and taxes to pay 
interest on the obligations and to repay the 
principal in the second instance. 

Take first the claim of no value. The obli- 
gations of the Government held in the Trust 
Fund—now amounting to about $18 billion— 
consist in small part of regular Government 
bonds such as are held by the public, and in 
large part of special bonds issued to the Trust 
Fund. This special issue provision is one of 
the things which has tended to mislead the 
layman. We shall discuss it in a moment. 

The OASI system has many of the features 
of life insurance. The millions of OASI partici- 
pants pay sums into the system to be used for 
OASI purposes. These sums are called taxes, 
but in reality are compulsory contributions to 
the OASI system, altogether different from 
taxes levied for general purposes. The trustees 
of the OASI Trust Fund now have a large 
excess of income over outgo. What should 
they do with it? Obviously, it wouldn’t make 
sense to keep it in the form of paper currency, 
baled up in a warehouse. To invest it in the 
securities of private corporations would be to 
launch the Government into state control of 
enterprise. Hence the Congress provided that 
the excess should be invested in U.S. Govern- 
ment obligations. Since the Government is 
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continually borrowing money either to pay 
current expenses or to refund maturing obliga- 
tions, the Trust Fund is a logical place from 
which to borrow. 


Similarity to a Life Insurance 
Company 

Clearly the trustees of the OASI Trust 
Fund stand in a position very similar to that 
of the management of a life insurance com- 
pany. The company’s policyholders make 
premium payments, which in the aggregate in 
a growing company exceed the outgo for 
claims and expenses. The excess is invested in 
securities, many of them U. S. Government 
bonds. We have a clear example in the U. S. 
Government life insurance issued to service- 
men in connection with both World Wars. 
There too there is an excess of income over 
outgo which has been invested in U. S. Gov- 
ernment bonds, especially issued for the pur- 
pose, the proceeds of which have been spent 
by the Government. 

No one I ever heard of has called these Gov- 
ernment life insurance reserves fictitious. Yet 
they are all special securities issued by one 
branch of the Government to another. This 
life insurance reserve, now amounting to some 
$6.5 billion, is just as real as the reserves held 
by the life insurance companies. By what 
strange reasoning is the OASI reserve called 
fictitious and the Government life insurance 
reserve real? 

Likewise the reserves in the Unemployment 
Trust Fund, amounting to some $8.5 billion, 
are invested in the obligations of one branch 
of the Government to another. In this instance 
the securities are not special issues but are 
part of the same issues as are held by the 
public. These reserves go up and down with 
economic conditions. Bonds can be sold to 
raise needed cash when unemployment bene- 
fits are unusually high, or bought when they 
are low and the fund is increasing. The plan 
involves taxes levied on employers for the 
specific purpose of supporting the Unemploy- 
ment Compensation system. No one I ever 
heard of has claimed that the program in- 


volved double taxation—taxes to support the 
system and taxes later to service the U. S, 
bonds in the UC reserve. 

No doubt the “special issue” provision for 
bonds in the OASI Trust Fund has thrown 
many people off the track. If they had been 
regular issues bought by trustees of private 
funds—life insurance companies, savings 
funds, trust estates, etc—there would have 
been less misunderstanding. This misunder- 
standing could be lessened if it were realized 
that Congress could, if it desired, authorize 
the special issues in the OASI Trust Fund to 
be sold on terms corresponding to then cur- 
rent conditions in the financial markets. 

This is what happens in the Unemployment 
Trust Fund. If the $18 billion in the OASI 
reserve should be sold over a period of time 
in the open market, then the trustees would 
have cash in bank and the public would have 
the $18 billion of Government bonds; as they 
would have had if the Government had bor- 
rowed the money from the public in the first 
place rather than from the OASI Trustees. 
In the event of such a sale the OASI Trust 
Fund would suddenly become a very tangible 
reality. How strange to consider it fictitious 
when it consists of Government bonds which 
could be sold for cold cash! 


The “Double Taxation” Charge 


Next, what about the “double taxation” 
charge? The first step in getting out of the 
fog on this problem is to realize, as already 
indicated, that the OASI payroll taxes are in 
reality contributions, albeit compulsory ones, 
made by millions of persons toward the sup- 
port of a program of old age and survivors 
protection from which they expect to draw 
benefits. The OASI payroll taxes, like the 
Unemployment Compensation payroll taxes, 
are for specific, not general, purposes. When 
there is an excess of income the Government 
borrows from either one or both systems thus 
relieving it of having to borrow corresponding 
amounts from the public. Taxes must obvious- 
ly be raised to service these borrowings no 
matter who holds them, and such taxes can 
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not properly be considered as similar to the 
special purpose contributions to the OASI or 
UC systems. 

The ownership of the bonds by the OASI 
system is obviously advantageous. The interest 
paid on them can be used for OASI purposes. 
If the bonds were held by the public the inter- 
est would still have to be raised. Had they not 
been owned by the OASI Trustees, the time 
would have come when the payroll taxes would 
have had to be increased, or a Government 
subsidy provided to take the place of the 
interest which would not be received. The 
double taxation claim is just as invalid as the 
claim that the OASI Trust Fund is a fiction. 


The Size of the Reserve 


In thus apparently coming to the defense 
of the “reserve” I would not have anyone 
think that I am in favor of large OASI re- 
serves; for I certainly am not. Large reserves 
and the large excess of income over outgo 
which causes them, are a temptation to en- 
large benefits to a level which in time could 
cause the program to collapse because of its 
colossal weight. 

Our program is vulnerable because we are 
postponing to the future the culmination of 
the real benefit load. Hence it appears now to 
be deceptively cheap, and gives people the 
idea that the benefit level could be materially 
raised without doing any damage. 

The difficulty is that we are not handling 
the old age security problem as a unit under 
one program, but rather under two competing 
programs. That is one of the basic reasons for 
the U. S. Chamber of Commerce proposal 
which would unify the program, and put the 
costs, insofar as the Federal Government is 
concerned, into one system. I am for a reason- 
able contingency reserve in the OASI system; 
say not in excess of three times annual bene- 
fits after the system has matured. In the 
meantime, I would not want to go much 
beyond the present reserve of $18 billion. I 
certainly am not for a full actuarial reserve 
which could easily run into huge figures, pos- 
sibly between 200 and 300 billion dollars. 
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The Costs of the Program 


Speaking of costs I might refer to the most 
recent estimates of the costs of the OASI pro- 
gram. Using the “high cost” data employed by 
the actuaries of the Social Security Adminis- 
tration, the costs by the year 2000 will be 
equivalent to 8.42 per cent of payrolls. Using 
the “low cost” data the figure becomes 6.29 
per cent. Some day, of course, the country 
will have to decide whether or not a load as 
heavy as that can be carried by payroll taxes. 

The current cost is deceptively low because 
it takes so long for the benefit load to build up 
under the present program which does not 
include millions of retired old people. We are 
asking our children to carry a burden which 
we seem unprepared to assume. Herein lies a 
real danger because it is easy to increase 
benefits currently with the additional heavy 
burden of cost postponed to the future. This 
is one of the things which the U. S. Chamber 
of Commerce proposal would help to correct. 

President Eisenhower has recommended 
that the payroll taxes be “frozen” for 1954 at 
the present total 3 per cent rate for employed 
persons, and at the 2% per cent rate for the 
self-employed. With $18 billion in the reserve 
and the prospect of a thorough-going review 
of the whole OASI program next year this 
appeals to me as a wise move. Certainly the 
criticism that the Government needs the rev- 
enue is unsound. As we have seen, these OASI 
taxes are in reality special purpose contribu- 
tions. If the Government gets them for general 
purposes it does so by borrowing and increas- 
ing the Government debt. The sooner we dis- 
card any notion that these taxes are general 
purpose revenue the better for all concerned. 


OASI Not A Savings Plan 


There is a widespread fallacy in connection 
with the OASI program which stems from the 
way the original program was set up in 1935. 
It is that it is similar to a savings or annuity 
plan under which the payroll taxes people pay 
are accumulated to provide on an individual 
basis for the benefits to be received. Years 
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hence, when persons will have been paying 
into the system ever since they entered the 
labor market at say age 18 or 20, they may 
think they are in a savings plan. But, that idea 
would soon be dispelled if anyone computed 
what the savings for all such people would 
amount to. It would be a staggering sum, far, 
far in excess of anything in the OASI Trust 
Fund. 

What then would have happened? Simply 
that current payroll taxes were used to pay 
current benefits. For example, today an elder- 
ly person, after paying payroll taxes of $81 
can qualify for old age benefits of $85 a 
month, worth at the time it starts at age say 
65 about $10,400 in present value. If he has 
a wife also age 65 the benefits become $127.50 
a month and have a present value of about 
$16,900. How is such a plan possible? Ob- 
viously by using the contributions of others in 
the system to pay the benefits. 

The essence of the OASI program is this: 
It is a system under whch workers pay taxes 
(contributions) which to an overwhelming 
extent are used to pay current benefits, graded 
in a specific manner to correspond to the aver- 
age wages of the beneficiaries. In return for 
these contributions the program contemplates 
that those now making them will, in due 
course, receive corresponding benefits later on 
when they need them; such benefits to be paid 
out of the then current contributions of the 
working population of that day. Once the fal- 
lacious savings concept is abandoned and the 
true nature of the program is grasped, then the 
proposals to putting the program on a sounder 
basis will be more easily understood. 


The Unprotected Old People 


This leads us directly into consideration of 
the proposal of the Chamber of Commerce of 
the U. S. that the present retired “unpro- 
tected” aged people be brought into the OASI 
program. Simultaneously the OASI payments 
to this group would replace all or a very large 
part of the Federal grants to the states under 
the Old Age Assistance program. This would 
to a large extent remove the present competi- 
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tion between the two programs. Such compe- 
tition was not intended when the dual pro- 
gram was set up in 1935. It was then antici- 
pated that as the OASI program took over the 
pension burden, the OAA program would cor- 
respondingly diminish. In the light of what 
has happened this anticipation failed to fore- 
see and appraise the political forces that would 
manifest themselves in the OAA program. 

At any rate, the OAA payments in many 
states have gone far beyond the OASI bene- 
fits. It doesn’t make sense to have a system of 
free grants exceeding the benefits under a 
contributory one. If individual states wish to 
supplement OASI benefits by free grants they 
have the right to do so. But the present plan 
of grants-in-aid by the Federal Government 
to the states, with its inducement to shift more 
and more of the burden to the Federal Gov- 
ernment is not sound. It leads in the direction 
of destroying the contributory plan, and after 
that to the adoption of some form of Town- 
sendism with its level benefits paid as a matter 
of right, and probably the imposition of taxes 
which would be a serious threat to our free 
economy. 

As we have seen, current benefits under the 
OASI program, to an overwhelming degree, 
are being paid to current beneficiaries, out of 
current taxes being paid by those now work- 
ing. Doing the same thing for the unprotected 
old people who have retired is simply a matter 
of degree. It would recognize the basic prin- 
ciple that the old age problem is a unified one 
which should not make a sharp dividing line 
between those now included in the program 
and those who have not had a chance to par- 
ticipate in it. As stated before, the OASI pro- 
gram is basically one in which current benefits 
are paid from current taxes (contributions) 
and will always continue to be so unless a full 
actuarial reserve program with its huge ac- 
cumulation should be adopted—something 
which it is safe to say never will occur. 

There are many practical problems involved 
in the adoption of the U. S. Chamber pro- 
gram. However, they should be carefully con- 
sidered and steps taken as they are solved. 
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pe- The presentation of the program has already hardships which severe, prolonged unemploy- 
ro- benefited the country by stimulating more ment could inflict on millions who lost their 
ci- careful consideration of its old age protection jobs and their savings through no fault of 
the problem, and a clearer understanding of its their own. It was especially hard on the old 
or- true nature. people, as well as on their children who fre- 
lat Conclusion quently lost their sources of livelihood also. 
re- In conclusion I would say a few words to The peoples’ representatives in Congress 
ld those who dislike and fear the possible conse- turned to social insurance in an attempt to 
quences of our Government’s entry into the mitigate such conditions in the future. 
ny Social Insurance field. As already indicated, The plan has been accepted by the rank 
1e- I am one who feels deeply that the level of and file. I doubt that any legislator could long 
of social insurance benefits must be kept within remain in office if he advocated abolishing Un- 
a proper bounds lest the system get out of hand employment Compensation, or taking away 
to and become a means of perpetuating a polit- from the Federal Government the responsibil- 
ey ical party in power. Once entrenched, the ity for some form of old age protection avail- 
an executive could use social insurance to enslave able without resort to a means test. 
nt the people. Hitler’s control of the German Like it or not, Social Insurance is a by- 
re social insurance system enabled him to force product of our industrialization with its con- 
V- individuals to conform to his program. Those centration of population in crowded cities, 
on who deviated stood to lose their benefits. In dependent upon cash wages. When the indus- 
er Social Insurance we are therefore dealing with trial system can slow down and throw millions 
n- something that could become an instrument out of work, people who have the right to 
er of dictatorship. vote are not going to sit by helplessly. They 
es Facing facts, however, Social Insurance is will follow the political leadership which 
ee an actuality in this country and is strongly promises Social Insurance protection. To me 
entrenched in the minds of the people. It was that is axiomatic, one of the fixed quantities 
he put on the statute books in the Great Depres- in the equation. Hence, I believe it to be the 
e, sion by the overwhelming vote of both parties duty of all who see the dangers in an unsound 
of in Congress. development of Social Insurance to do what 
ce The people of this country had seen the they can to hold it within safe bounds. 
d 
: FACTORS IN ECONOMIC PROGRESS 
" “Our nation is great because of the enterprise of our people and the industrial might 
they have combined to create. I believe that America’s utility companies have had a 
n significant part in the economic explosion. which has catapulted our living standards 
far beyond the world’s previous experience. Those same utility companies, all over the 


country, are building now for a still greater national future. 

° “We in the utility business want to continue to ‘pull our weight in the boat.’ We 

S want to continue to build ahead of America’s growth—in the van of the marching 

) column. To do this we need to live in a regulatory environment which recognizes the 

1 present plateau of price relationships. Fair value and economic depreciation are in- 
separable components of the problem. Both must be recognized by regulatory bodies as 

essential ingredients of the rate-making process. 

“In conclusion, may I plead with you that, over and beyond the serious problems of 

our individual businesses, we im upon ourselves those disciplines that are essential 
to make each of us a member of our team. Perhaps we enter upon an era which shall 

1 surpass what we have already experienced and will be to America what the era of 
Pericles was to ancient Greece.” 

: —Justin R. Whiting, Chairman of the Board, Consumers Power Company, in an address, 
“What is the Public Utility's Part in ‘The American Economic Explosion’?” delivered 

. before The Economic Club of Detroit, May 4, 1953. 
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and monetary and credit policy 


The basic philosophies of business conditions interpreted 


in terms of industrial output, consumer indebtedness, prices, 


The Business Situation and Outlook 


FTER seven consecutive years of almost 

continuous prosperity and full employ- 
ment, a conflict between two irreconcilable 
economic interpretations is developing. For 
purposes of this discussion the two contradic- 
tory philosophies may be designated as the 
traditional and the modern. 

The traditional assumption holds that the 
prolonged series of production records estab- 
lished since World War II are the product of 
a unique combination of circumstances, the 
stimulative effect of which is beginning to 
wear off. A transition to a less impetuous econ- 
omy is believed inevitable. 

The other or more “modern” premise points 
with confidence to the vast amount of eco- 
nomic work still begging to be done, both 
inside and outside this country. Inherent in 
this doctrine is the thought that only sheer 
human ineptitude will allow the now well- 
established pace to slow down perceptibly. 
It is assumed that this country has at its com- 
mand, largely through the power of the Fed- 
eral government and the central banking 
mechanism, the means to prolong the postwar 
cornucopia indefinitely. 

This is not an academic disputation which 
originated in the halls of learning where intel- 
lectual exercise is practiced for its own sake. 
Nor is it a matter which is of concern only to 
the policy-making level of the Federal govern- 
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ment and the monetary authorities. Obviously 
the difference between these alternative views 
is so fundamental that each of us must make 
his choice and, by word or deed, must declare 
his preference. 


Some Key Questions 

It is not within the scope of this discussion 
to make an open indictment of either position, 
but rather to introduce some pertinent testi- 
mony with which both philosophies must con- 
tend. It is the purpose here to propound a 
series of questions that bring into sharper 
focus the forces which may be shaping eco- 
nomic history before many more weeks elapse. 

For example, can the years since 1945 be 
construed as a period of subnormal produc- 
tion? In physical terms, was the gross national 
product scarcely large enough to maintain the 
prewar standard of living? Are there more 
ungratified wants today than seven years ago? 

Or secondly, can it be said in all sincerity 
that since 1945 consumers have been using 
their credit sparingly? Has the public been 
conserving its borrowing power for the pro- 
verbial rainy day? Are the liquid assets, owned 
by individuals, widely and evenly distributed 
and will the owners start dipping into such 
savings as soon as the first bargain days ar- 
rive? 

It is likely that the agricultural sector of 
the economy will generate more business over 
the next year or two, than heretofore, as a 
consequence of good crops, high prices, and a 
substantial backlog of deferred demand for 
machinery and equipment? 
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Is the construction industry statistically in 
a position where it can move only one way and 
that is upward? Has the market for new in- 
dustrial plants and manufacturing facilities 
scarcely been scratched? Has the construc- 
tion of new homes been lagging far behind 
the long-range secular trend, and is it likely 
that the number of marriages, and the rate of 
family formation, will establish new records 
during the next five years? 

Looking abroad, is it probable that foreign 
markets soon will be willing and able to take 
a larger quantity of American products? Is 
the trend of domestic prices and wage costs 
such as to promise this country an increasing 
competitive advantage in world trade? 

Turning now to the financial sector, is it 
true that the volume of personal, government, 
and business consumption over the past sev- 
eral years has been financed almost entirely 
out of concurrent savings, and that conse- 
quently the credit potential of the banking 
system has barely been touched? Has the 
growth of the nation’s money supply been so 
moderate in recent years that an increase of 
$3 or $4 billion, whether by design or other- 
wise, would be so inflationary as to deflect 
the inception of a depression psychology? 

Finally, is it admissible that throughout the 
postwar period borrowing of all kinds, person- 
al, corporate, and municipal, has been con- 
tinuously restrained by deliberately-created 
high interest rates, and that a substantial 
backlog of projects will be activated as soon 
as the cost of money declines to more cus- 
tomary levels? 


These Questions Almost a 
Caricature 


Admittedly, to ask these questions is also 
to answer them. They are phrased in such a 
way as to be almost a caricature of the post- 
war period. They conjure up a might-have- 
been picture. They are not reassuring to a 
present which prefers to forget or ignore the 
past. Yet the issues raised by this catechism 
are as applicable to those who are enchanted 
by the prospect of a depressionless future, as 


to those who adhere to the traditional theory 
of economic retribution. 

Perhaps the most critical decision one must 
make in trying to find the true gospel is that 
of discerning whether the rate of output of 
goods and services over the past seven years 
represents a normal pace ordained by nature 
and which, in the absence of human error or 
folly, could continue indefinitely, or whether 
it represents an almost supernatural phenom- 
enon. Will the past seven years—or more—go 
down in history as a time when a special set 
of circumstances created a kind of fool’s para- 
dise in which virtually any kind of enterprise 
could partake of the apple of prosperity with 
impunity? 

The Steel Industry 

To get down to specific cases, more steel has 
been poured during the past four years alone 
(even after allowing for the prolonged stop- 
page of last summer) than was consumed dur- 
ing the entire decade 1930-39. It is easy to 
accept the theory that production and con- 
sumption of steel and its myriad products 
were subnormal during the ’Thirties. It is not 
so easy to imagine, in the face of an apparent- 
ly insatiable market, that output at an annual 
rate of 116,000,000 tons per year represents 
overexertion and sooner or later calls for a 
respite. As recently as 1937, the production 
and use of 57,000,000 tons of steel ingots was 
regarded as an achievement of sorts and an 
augury that the best was yet to come. Yet the 
following year, consumers were interested in 
obtaining only 32,000,000 tons. Have we be- 
come so proficient in the art of diverting the 
business cycle that the steel industry will 
never experience anything more serious than 
a minor aberration? 


The Motor Vehicle Industry 

The motor vehicle industry is another which 
has had the green light for a long stretch. In 
fact, judging from its contracyclical behavior 
during the least prosperous postwar year of 
1949, the industry seems to have acquired a 
kind of immunity to the normal risks of eco- 
nomic traffic. 
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Some day next December, if the present 
road map is followed, the 36,000,000th post- 
war model will roll off the assembly lines. The 
statistical Baedekers will be tempted to men- 
tion that as a point of interest. But in the 
rearview mirror of economic experience, one 
can catch a glimpse of an equally spectacular 
panorama which proved to be illusory. After 
building 28,000,000 new motor cars from 
1922-29, the industry encountered some ex- 
ceedingly rough traveling, with the result that 
during the next eight years, progress reverted 
to a bicycle gait. What is to be the sequel to 
the speedway pace maintained since 1945? 
Has the economy become permanently con- 
verted into a turnpike on which virtually all 
pauses are voluntary and deliberate? Is the 
industry assured of a never-ending parade of 
new car buyers? 


The Construction Industry 


The third member of the domestic trium- 
virate which dictates whether business con- 
ditions shall be good or bad, is the construc- 
tion industry. That industry has been ham- 
mering away at new records consistently for 
a series of years. As a result of a well-known 
combination of biological, financial, and eco- 
nomic factors, the amount of residential or 
industrial construction put in place has been 
limited only by the quantity of skilled labor 
and materials available. The industry has been 
blessed with a straight-grained demand for so 
long that it is inclined to assume that the 
warp has been removed from the business 
cycle. 

With respect to residential construction, for 
example, living on easy street has been such 
a pleasant and exhilarating experience that 
no self-respecting economy apparently will 
tolerate anything less than a million starts a 
year. The economic architecture of the hous- 
ing industry has acquired a surrealistic touch 
whereby a former ceiling is made to resemble 
a floor and a blueprint of the future accord- 
ingly becomes more difficult to interpret. 

From the present statistical elevation one 
can look down on the next highest roof of 


24 


some 710,000 new housing units per annum, 
which were put in place in the 1921-30 con- 
struction boom. But a sense of uneasiness 
comes on when it is remembered that the pre- 
tentious record of the "Twenties could not 
withstand the adverse winds of the Thirties. 
During the latter decade, housing starts 
hardly reached grade level, averaging only 
some 240,000 per annum. 

One is prone to rationalize by assuming 
that the postwar housing achievement rests 
upon a sounder and saner financial foundation, 
that there has been little speculative building, 
and that regular amortization schedules are 
keeping real estate indebtedness trim and sym- 
metrical. But residential mortgages are not 
self-liquidating and too many dream houses 
can cause a minor nightmare. For what evi- 
dence can be adduced that the traditionally 
long and wide cyclical swing of the housing 
industry has been transformed into an almost 
vibrationless upward trend? The site on which 
the nation’s construction records are to be 
erected during the next decade needs to be 
resurveyed from time to time. 


Consumer Indebtedness 


As for the situation in consumer indebted- 
ness, unless one expresses a sense of approba- 
tion at the miracle-working qualities of in- 
stalment buying, he is apt to be accused of 
acting in bad taste. One is supposed only to 
admire the boat and not to rock it. But to 
some of us it seems as if the overburdened 
vessel of consumer credit has drifted so far 
from a safe harbor that it can not even be 
touched without risk of capsizing. 

Consumers obviously have not been using 
their credit sparingly. Nor should one regard 
the admittedly large accumulation of personal 
savings as a kind of seaworthy lifesaving 
equipment which will rescue the economy 
from the consequences of its overindulgences. 
The savings are owned in the main by those 
who are sunning themselves on the solid beach, 
while the debt are owed largely by those who 
are cavorting in the deepest and most treach- 
erous waters. In a sense, appropriating a term 
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from football, the economic game is being 
played under a two-platoon system, and there 
is no assurance that the savers are ready to 
get their feet wet at the first sign of distress 
from the breakers. 

The rate at which consumers have been tak- 
ing delivery of motor cars, household equip- 
ment, and a myriad other items, which were 
either totally unknown or regarded as sheer 
luxuries only a few years ago, raises the fur- 
ther question of how far beyond subsistence 
levels the American standard of living has 
risen. Surely it will not be dire necessity that 
will keep customers coming into the stores 
and salesrooms at recent rates, uninterrupted- 
ly and indefinitely. The number of optional or 
marginal buyers—the bargain shoppers—must 
be steadily growing larger. 


The Price Situation 


The farmers of this country have already 
learned that there is a limit to what consumers 
will buy. The capital goods industries which 
serve American agriculture have been in 
clover since V-J Day. Is it likely that this 
lush growth is of the everbearing variety? Or 
has the farm market been milked of a lot of 
future business? 

Price weaknesses have not been confined 
exclusively to farm products. The well-known 
index of 22 basic commodities has now re- 
traced all of the post-Korean rise and gives 
no indications that a new buying wave is about 
to start. Although the present over-all level of 
raw material prices is neither high nor low in 
the postwar setting, any retreat from present 
quotations would signify that producers are 
becoming restive. Excessive stocks have a way 
of revealing themselves in the bulk markets 
before, and not after, the store shelves begin 
to sag. 

With respect to the amount of business to 
be obtained from abroad in the next year or 
two, who can make a case for a persistent 
increase in the number and value of outbound 
cargoes? The wind appears to be blowing in 
the opposite direction. An attitude seems to be 
developing which is more symptomatic of an 
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economy afraid of its own future than an econ- 
omy ready and willing to assume a more 
aggressive role in meeting foreign competition. 


Monetary and Credit Policy 


Finally, in the important realm of monetary 
and credit policy, the outlook at the moment 
is more delicately poised than at any time 
within a decade or two. Beginning at about 
this time of year, the demand for commercial 
bank credit usually begins to pick up. Indi- 
viduals and business firms of every description 
—merchants, farmers, manufacturers, sales fi- 
nance companies, to mention only a few— 
wish to add to their working capital for one 
purpose or another. Sometimes, when business 
conditions are relatively dull, the loan expan- 
sion fails to live up to seasonal expectations; 
occasionally it does not materialize at all. 

Throughout the postwar period to date, 
however, the seasonal demand for credit re- 
peatedly has been superimposed on a strong 
cyclical upward trend. During the last eight 
months of 1952, for example, all commercial 
banks combined increased their loans out- 
standing by more than $6,000,000,000. This 
represents private deficit financing on a vigor- 
ous scale. The proceeds of this huge volume of 
loans helped to finance an active real estate 
market, to sustain retail trade at a high level, 
to support a record expansion of consumer 
credit, to finance borrowing for public im- 
provements by state and local authorities at 
a pace reminiscent of the Twenties, and to 
facilitate a further expansion of capital ex- 
penditures by all kinds of industrial and com- 
mercial enterprises. 

But what are the prospects that a similar 
shot-in-the-arm will be forthcoming in the 
present instance? In theory, there are two po- 
tentialities to be taken into account. First is 
the possibility that borrowers might be reluc- 
tant to add to their indebtedness in a volume 
comparable with other postwar years. Second 
is the possibility that the lenders (the com- 
mercial banking system) will be unable or un- 
willing to extend additional credit. 

The probability that borrowers will be re- 
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luctant to increase their bank liabilities was 
covered in the preceding pages of this dis- 
cussion. Attention hereafter will be focused on 
the ability of lenders to take on more risks. 


Position of the Banking System 


Throughout the month of April of last year, 
member banks of the Federal Reserve System 
were reporting excess reserves of nearly 
$800,000,000 which, if utilized to the legal 
maximum, could—and did—support several 
billion dollars worth of new credits. By con- 
trast, on two different statement dates during 
April of this year, the member banks showed, 
not excess reserves, but an actual deficiency 
in reserves—an exceedingly novel experience 
for this generation of bankers and business 
men. 

The banking system is in a situation where- 
in it can extend scarcely any additional cred- 
its, unless it comes into possession of new 
reserves. And if no more credit is obtainable 
from the commercial banking system, how 
can the automobile industry, the appliance 
manufacturers, the home construction indus- 
try, and many other lines which rely heavily 
on bank financing, expect to achieve new sales 
and production records during the balance of 
this year? 

It is a fact that the banking system still 
holds substantial quantities of Government 
securities which could be liquidated in order 
to make room for loans to individuals and 
business enterprises. But in most instances 
such liquidation would involve some loss, be- 
cause of the decline in government security 
prices. The prospective borrower must be in 
a position to make his case quite attractive to 
the commercial bank or there will be no in- 
centive for the bank to expand its loan port- 
folio. In other words, he will have to pay the 
highest rate in nearly a generation, and a 
number of marginal borrowers will leave the 
bank empty-handed. 

It is true that a member bank can obtain 
additional legal reserves by borrowing from 
its Federal Reserve Bank. But the cost of bor- 
rowing such funds (2 per cent) is also the 
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highest since 1933—or twenty years. And 
member banks are already more deeply obli- 
gated at the discount window than in any 
April since 1921. 

Moreover, the credit situation has become 
further complicated by the unexpected turn of 
fiscal affairs. The 1952 corporate income tax 
liabilities apparently were seriously overesti- 
mated in the Federal Budget submitted last 
January. During April alone the budgetary 
deficit was $1,800,000,000 Jarger than a year 
earlier. Projected for a full year ahead that 
would imply a Federal deficit some $21,000,- 
000,000 larger than that of the preceding 
twelve months! April may have been a dis- 
torted image of the year as a whole, but one 
cannot escape the conclusion that the Treas- 
ury will be competing more vigorously against 
all other borrowers, for the nation’s savings, 
than was anticipated only a few weeks ago. 


The Federal Reserve’s Dilemma 


The combined effect of all of these actual 
or potential demands for credit, together with 
certain other inescapable realities, is to con- 
front the Federal Reserve System with one of 
the most perplexing dilemmas in its history. At 
the peak of the Korean commodity boom, the 
System finally was able to extricate itself 
from the wartime pattern of money rates. It 
inaugurated a policy intended to confine the 
growth of private and public debt to manage- 
able proportions. The cost of borrowing money 
has been rising—as would be the case in any 
commodity in which the demand outruns the 
supply. Interest rates are the highest within 
the memory of many young executives. 

The logic of the situation is obscured, how- 
ever, by the fact that certain elements in the 
economic mosaic can be interpreted as calling 
for an early termination of central bank 
restraints. For example, a tight money policy 
at this juncture has very little appeal to agri- 
culture and to all whose volume of business is 
affected by farm products prices and farm in- 
come. Tight money is also a threat of sorts 
to the sale of consumer durable goods, some of 
which are beginning to encounter considerable 
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sales resistance. How can the automobile in- 


dustry, it is fair to ask, for example, produce | 


and sell 1,000,000-1,500,000 more motor cars 
than last year, at longer terms, if the banking 
system is stymied by a dearth of loanable 
funds—if the volume of new instalment sales 
is strictly limited by the rate at which existing 
sales contracts are paid off? The Federal gov- 
ernment, as well as local governments, like- 
wise do not relish the prospect of having to 
compete for funds with private borrowers to 
whom even the present relatively high rates 
are no deterrent. 

There is obviously some justification for an 
easier-money policy, lest weakness in agri- 
cultural prices, and layoffs in some consumer 
durable lines should spread into a general in- 
dustrial recession. Yet, it must also be asked, 
would it be in the interest of longer-range 
stability to make money cheaper and more 
abundant at a time when personal indebte4- 
ness for autos, appliances. snd homes is al- 
ready historically large in :eiai:cn to income? 
Would it be prudent to encourage a still further 
growth of that kind of potential trouble? At a 
time when the nation’s resources are fully 
engaged, and overfull employment prevails, 
should the Federal Reserve System reverse its 
policy and create a credit climate wherein 
vitually every type of borrower can be accom- 
modated? 

Would it be appropriate for the System to 
ioosen up at a time when the Treasury’s oper- 
ations are the most inflationary since World 
War II? In short, would it be preferable to 
use every means to keep the economy going 
at top speed continuously, on the assumption 
that the roadway ahead is straight and wide 
from here to infinity? Or would it be in the 
public’s long-range interest to keep a firm 
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pressure on the brakes in the hope of avoiding 
a smashup later on? 


The Conflicting Views 


The more modern philosophy or dogma im- 
plies that credit policy should be so designed 
as to promote the maintenance of the present 
high level of economic activity indefinitely. It 
assumes that the vast aggregate of individuals 
and business enterprises can be kept in an 
expansive frame of mind merely by the charm 
of unlimited credit. 

The traditional creed places greater em- 
phasis on the autonomy of the millions of 
spending units, many of whom still have a 
wide latitude in deciding whether to save or to 
spend, to invest or to liquidate, to expand or 
to curtail. It regards with apprehension the 
accumulation of potential maladjustments, 
and the tendency for human affairs to move in 
cycles. According to this thesis a mild reaction 
now would be infinitely preferable to a severe 
readjustment or correction later. 

Perhaps the credit stringency, which has 
been deliberately and thoughtfully brought 
about, has already “contained” the dimensions 
of the current boom, and has prevented the 
situation from getting out of hand. In any 
event, if the die has not yet been cast, the 
next few weeks will probably be decisive. If 
the demand for credit should follow last year’s 
pattern, some very delicate decisions will have 
to be made. Either the financial needs of indi- 
viduals and business will be trimmed down to 
fit inside an austere credit policy, or the tight 
credit policy will be altered so that it will not 
inhibit a vivacious economy. It will be a test 
between the traditional and the modern 
philosophies of economic behavior. 
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MICHIGAN BANK DEBITS 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—April and May 
bank debits in the Lower Peninsula point toward new high ground indicating very active business | ~ 
for the first half year. - 


NOTE: The composition of this series has been changed by the Federal Reserve Bank of Chicago, in the in- | 
terests of greater accuracy. The new series has been revised back to January 1952. For the Lower Peninsula of [ 
Michigan, the new series is similar in magnitude to the old one. | 


NOTE: The May figures for monthly bank debits is estimated from the new Federal Reserve Board series A Fi 
average daily bank debits. 
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UPPER PENINSULA BANK DEBITS—Volume of checks written on Upper Peninsula bank ac- il 
counts declined to approximately the level of a year ago. : 
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_ POWER CONSUMPTION-—Industrial power use continued at or near the peak indicating the 


probability of a record second quarter. 
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_ EMPLOYMENT -—No change of importance is indicated in the employment record which continues 
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MANAGEMENT COMPENSATION 
A Statistical Study of the Relationship of Executive Compensation 
to Capital Employed and Earnings 


By Olin W. Blackett, Ph.D., Professor of Business Statistics, 
Schoo! of Business Administration, University of Michigan 


What changes have taken place since 1940 in the salaries and increases, but specifically the percentage @ 
pattern of executive compensation? What factors cost. While Professor Blackett’s tables and charts are 
have brought about these changes? How should based on recorded costs, he suggests that since 1945 
equitable compensation for top executives be deter- 
mined? These and related questions are considered compensation, stock options, and pension plans have — 
in Professor Blackett’s study. He approaches the come into fairly wide use, particularly in the higher j 
problems from the statistical point of view; he says, levels of executive compensation. 4 
. it is necessary to reckon with both capital and This 
earnings if an adequate solution is to be reached.” cerned 
He considers the effects of corporate and individual compensation for executives 
taxation on executive compensation. In this connec- 
tion he introduces a new approach, that of deter- $3 pages, 6 tables, 8 charts 
mining not only the dollar cost, to the company, of Price: paper, $1.75; cloth, $2.50 
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COMMON STOCK VALUES AND YIELDS 


A Study of Common Stocks as Long-Term Investments with Particular 
Emphasis on Investment Yields 


By Wilford J. Eitemen, Ph.D., Professor of Finance, qa 
School of Business Administration, University of Michigan . a 
end Frank P. Smith, Ph.D., Professor of Business Administration and Director of the Bureau 
of Business Research, School of Business Administration, University of Michigan 


The authors of this study discuss the long-term the 
upward trend of common stock price levels and study Jones Industrial Avernge, and with the apprecition 
the results of a plan of investing and reinvesting in necessary to maintain pace with the decreasing pur- © 
common stocks over a fourteen-year period, 1937- chasing power of the dollar. 4 
1950. The market values of the accumulated portfolio, 35 pages 4 ; 
and investment yields, are compared with invest- Price: paper, $2.25; Cloth, $2.75 4 
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